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STRAWBRIDGE & CLOTHIER 

REPORT OF THE PRESIDENT 


April 15, 1942. 

To the Stockholders of Strawbridge & Clothier: 

By order of the Board of Directors, I submit herewith the 
Company’s balance sheet as of January 31, 1942, and the statement 
of profit and loss and surplus for the year then ended, as approved 
by Messrs. Ernst & Ernst, Certified Public Accountants. 

In presenting these financial statements, attention is directed 
to the fact that your Board of Directors adopted the policy of 
pricing inventories at January 31, 1942, on the basis of “last-in, 
first-out.” This change is permissible under the Federal Revenue 
Code, subject to approval of the Commissioner. The object is to 
recognize the inflationary effect of rapidly rising costs on profits 
and inventory valuations and to anticipate the adverse effect when 
prices scale downward. The “last-in, first-out” method was 
adopted by your Board of Directors as sound in principle and in 
lieu of an aribitrary reserve provision, as it was decided that defi¬ 
nite recognition must be given to the strong possibility of inventory 
losses in post-war adjustments. 

The change in the method of valuing inventories had the effect 
of reducing the January 31, 1942, inventory valuation by 
$405,111.47 and the net profit for the year approximately 
$110,000.00, after considering the effect on federal and state taxes 
on income. 

The profit before taxes on income determined on the “last-in, 
first-out” inventory basis was $2,159,478.02, compared to 
$1,438,161.11 for the preceding year, or an increase of $721,316.91. 
Income taxes amounted to 53.1% of the current year’s profit, com¬ 
pared to 26.8% in the preceding year, and the net profit trans¬ 
ferred to surplus was $1,014,478.02 compared to $1,053,161.11 in 
the preceding year. 

On December 15, 1941, the stockholders voted to change the 
Company’s capital structure, through voluntary exchange of 7% 
preferred shares for $5.00 cumulative preferred shares and com¬ 
mon stock, on the basis of one share of $5.00 cumulative preferred 
and two shares of common stock for each share of 7% preferred. 
On January 31, 1942, 74,370 shares of 7% preferred stock had 
been exchanged. 


It is gratifying that this plan was consummated, as it will 
prove to be of benefit to all stockholders. It eliminates burden¬ 
some sinking fund requirements that formerly existed and substi¬ 
tutes therefor reasonable sinking fund provisions, making the 
amount of the sinking fund contingent upon the Company’s net 
earnings and the proper availability of funds for this purpose. 

It also has released a substantial portion of future earnings 
for use in reduction of both current and fixed indebtedness, and 
it grants, by reason of the distribution of common stock to the 
holders of the old 7% preferred, a major interest in the future 
earnings or enhancement in value of the Company’s assets. 

We are sure that our stockholders will be, with true patri- 
otism, gratified that, due to the success of this business, we are 
able to make so large a contribution, in taxes, toward the win¬ 
ning of the war. Net, they are equivalent to $11.70 per share on 
the outstanding preferred stock issues, and approximately $300.00 
for each of the average number of persons employed by your 
Company. 

We must again call attention to the fact that Pennsylvania 
has not as yet adopted merit rating. With no unemployment for 
our regular registered employees, the total of unemployment in¬ 
surance paid by us, $149,548.00, is an excessive charge on your 
Company. 

In the interest of conservation for war purposes we are 
studying, with the help of our employees, every method possible 
to save material and labor. Despite necessary reductions in free 
services, we are sure of the understanding acquiescence of our 
customers in such necessary adjustments as we are obliged to 
make. 

We all cheerfully face the necessity for progressively greater 
production per person as the effect of the draft and the need of 
the defense industries make greater and greater inroads on our 
staff. 

There was splendid co-operation between employees and man¬ 
agement during the trying months of last year. 

1 o all of our faithful co-workers we again express our sincere 
appreciation and gratitude. 


Herbert J. Tily, 

President . 


ERNST & ERNST 

accountants ano auditors 

SYSTEM SERVICE 
PHILADELPHIA 


April 11, 1942. 

BOARD OF DIRECTORS, 

STRAWBRIDGE & CLOTHIER, 

Philadelphia, Pa. 

We have examined the balance sheet of STRAWBRIDGE & 
CLOTHIER as of January 31, 1942, and the statement of profit and loss 
and surplus for the year then ended, have reviewed the system of internal 
control and the accounting procedures of the Company and, without making 
a detailed audit of the transactions, have examined or tested accounting 
records of the Company and other supporting evidence, by methods and to 
the extent we deemed appropriate, except that, as requested, we did not 
communicate with customers to confirm accounts receivable. In other re¬ 
spects, our examination was made in accordance with generally accepted 
auditing standards applicable in the circumstances and included all pro¬ 
cedures which we considered necessary. 

Sinking fund requirements of the first mortgage 5% bonds to September 
1, 1943, have been anticipated and the terms of the serial note issue have 
been fulfilled to January 31, 1942. 

By action of the preferred stockholders on December 15, 1941, the divi¬ 
dend rate on the then outstanding 7% cumulative preferred stock was re¬ 
duced to 5%, effective January 1, 1942, and the amount of accumulated 
unpaid dividends thereon was established at $43.50 per share at December 
31, 1941. The right of the stockholders to exchange each share of such 
stock for one share of $5 cumulative preferred stock (cumulative after 
January 1, 1942) and two shares of common stock has been extended to 
May 29, 1942. 

In our opinion, subject to the limitation on the scope of our work above 
set forth, the accompanying balance sheet and related statement of profit 
and loss and surplus present fairly the position of STRAWBRIDGE & 
CLOTHIER at January 31, 1942, and the results of its operations for the 
year, in conformity with generally accepted accounting principles which, 
except for the change (approved by us) in the method of valuing its inven¬ 
tories referred to in Note A to the financial statements, have been applied 
on a basis consistent with that of the preceding year. 


ERNST & ERNST, 
Certified Public Accountants. 





STATEMENT OF PROFIT AND LOSS AND SURPLUS 


STRAWBRIDGE & CLOTHIER 
Fiscal year ended January 31, 1942 


Profit before deducting interest, depreciation and provision for federal and 

state income taxes . 

DEDUCT: 

Interest . $448,300.07 

Depreciation . 421,074.15 


PROFIT BEFORE TAXES ON INCOME 


Taxes on income: 

Provision for current year—estimated: 

Federal normal income tax and surtax. $470,000.00 

Federal excess profits tax . 600,000.00 

State income tax . 75,000.00 


NET PROFIT—Note A 
Earned surplus at February 1, 1941 


Surplus charges: 

Cash dividends declared: 

Prior preference ($6.00 per share) . $91,812.00 

Preferred ($5.00 per share) . 413,166.00 


EARNED SURPLUS—JANUARY 31, 1942 


Capital and appreciation surplus at February 1, 1941. $4,069,132.43 

Add discount on preferred stock acquired. 5,864.75 

$4,074,997.18 


Deduct amortization of appreciation of building values. 35,995.71 


CAPITAL AND APPRECIATION SURPLUS—JANU¬ 
ARY 31, 1942. 

TOTAL SURPLUS—JANUARY 31, 1942. 

Sec accompanying notes to financial statements 


$3,028,852.24 


869,374.22 

$2,159,478.02 


1,145,000.00 

$1,014,478.02 

2,893,067.48 

$3,907,545.50 


504,978.00 

$3,402,567.50 


4,039,001.47 

$7,441,568.97 



































ASSETS 

Current Assets 

Cash . 

U. S. Treasury bonds—at cost . 

Accounts receivable: 

Customers* charge accounts . 

Customers’ installment accounts . 

Creditors’ debit balances. 


Less reserve . 

Merchandise inventories—Note A .. 
TOTAL CURRENT ASSETS 


?3,542,592.99 

1,639,446.41 

78,605.16 

55,260,644.56 

200,000.00 


Other Assets 

Miscellaneous accounts receivable and ad 


vances . 5101,766.59 

Sundry investments . 83,391.48 


Less reserve 


5185,158.07 

75,000.00 


Property, Fixtures and Equipment —Note B 

Operating—land, buildings and equipment (after re¬ 
serve of 55,815,889.85 for depreciation). $20,960,042.56 

Non-operating—land and buildings (after reserve of 

594,015.58 for depreciation) . 511,514.20 


Deferred 

Unamortized bond discount and expense. $106,492.03 

Supply inventories and prepaid expenses . 214,746.09 


BALANC 

STRAWBRIDG 

Januai 


51,011,316.54 

3,318.75 


5,060,644.56 

4,101,749.16 

510,177,029.01 


110,158.07 


21,471,556.76 


321,238.12 

532,079,981.96 


See accompanying notes to financial statements 
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LIABILITIES 


Current Liabilities 

Notes payable to banks . $1,000,000.00 

Serial note payable August 1, 1942 . 200,000.00 

Accounts payable . 1,410,219.85 

Accrued accounts . 538,682.34 

Federal, state and local taxes—Note A. 1,397,870.40 

Employees’ and sundry deposits . 63,690.17 

Dividends payable . 22,953.00 


TOTAL CURRENT LIABILITIES . $4,633,415.76 

Serial Notes Payable 

Due semi-annually from August 1, 1942, to August 1, 


Less amount classified as current liability . 200,000.00 

- 450,000.00 

Mortgage Payable 

First mortgage on branch store—maturing November 26, 1951. 400,000.00 

First Mortgage 5% Sinking Fund Bonds — Due 1948 . 7,297,000.00 

Reserves 

For self insurance and contingencies . 282,850.00 


Capital Stock and Surplus 
Capital stock—Note C: 

Prior Preference Stock (total authorized 146,400 
shares): 

Series A 6% cumulative, par value $100.00 per 
share, redeemable at $105.00 per share — 

Authorized 16,400 shares; outstanding 15,302 
shares, after deducting 1,098 shares in treasury $1,530,200.00 
$5 Cumulative Preferred Stock, par value $100.00 per 
share, redeemable at $105.00 per share—Author¬ 
ized 82,588 shares; outstanding 74,280 shares, after 


deducting 90 shares in treasury . 7,428,000.00 

Five Per Cent Preferred Stock, cumulative, par value 
$100.00 per share, redeemable at $105.00 per share— 

Authorized 8,211 shares; outstanding 8,151 shares, 

after deducting 60 shares in treasury. 815,100.00 

Common Stock, no par value—Authorized 300,000 
shares; outstanding 178,560 shares, after deducting 
180 shares in treasury . 1,801,847.23 


Surplus—Note D: 

Capital and appreciation surplus 
Earned surplus ..... 


$11,575,147.23 

$4,039,001.47 

3,402,567.50 

- 7,441,568.97 

- 19,016,716.20 


$32,079,981.96 


* 





























NOTES TO FINANCIAL STATEMENTS 

Strawbridge & Clothier 

January 31, 1942 


Note A—Inventories of merchandise on hand and in transit are valued on 
the retail inventory method of accounting, adjusted to the elective 
method (last-in, first-out) of determining cost authorized by the In¬ 
ternal Revenue Code. Such change had the effect of reducing the 
amounts stated for inventories at January 31, 1942, by $405,111.47 and 
reduced the net profit (after income, surtax and excess profits taxes) 
shown for the year by approximately $110,000.00. The provision for 
federal taxes on income has been made on the basis of using the inven¬ 
tory valuation determined on the elective method, and since the Commis¬ 
sioner of Internal Revenue has the right to pass on its application in 
each case, the tax provision is subject to such examination. 

Note B—The depreciated value of land and buildings is the sound reproduc¬ 
tive value as independently appraised at April 30, 1928, adjusted for 
subsequent property changes, including additions at cost, less provision 
for subsequent depreciation. Fixtures and equipment arc stated at cost 
less accumulated provision for depreciation. 

Note C —Dividends on the prior preference 6% cumulative stock have been 
paid to November 30, 1941, a dividend date. Dividends on the $5 cumu¬ 
lative preferred stock accrue from January 1, 1942. Accumulated unpaid 
dividends on the five per cent preferred stock (formerly 7% cumulative 
preferred stock) were established at $43.50 per share at December 31, 
1941, a dividend date. The order of preference of the various classes of 
stock with respect to dividends and distributions in liquidation is that 
in which they are listed in the balance sheet, except that the accumu¬ 
lated dividends to December 31, 1941, on the five per cent preferred 
stock are senior to the par value and accumulated dividends on the $5 
cumulative preferred stock in distributions in liquidation. Each share 
of five per cent preferred stock is exchangeable to May 29, 1942, at the 
option of the holder, for one share of $5 cumulative preferred stock and 
two shares of common stock. 

Note D—Surplus is restricted in the amount of $126,616.20 representing the 
par and stated values of stock held in the treasury. 

























